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SECTION 1 IE

Executive Summary

Introduction

MGT Consulting Group (MGT) is pleased to present the City of San Pablo with this sum
findings for the recently completed cost of services (user fee) study for the Community &
Economic Development and Public Works departments.

The City of San Pablo performed a cost of service study in 2016. In early 2020, the City
contracted with MGT to perform a development cost of service study using fiscal year
2019/2020 budgeted figures, staffing and operational information. The current City fees
represent the fees being charged at the beginning of this study.

This report is the culmination of an extensive study conducted by MGT in collaboration v
City management and staff. MGT would like to take this opportunity to gratefully acknow
all management and staff who participated on this project for their efforts and coordinatic

Study Scope and Objectives

This study included a review of f&@-service activities within the following areas:
x Building
x Planning

x Public Works: Engineering

The study was performed under the general direction of the Public Works department
with participation from representatives from each department. The primary goals of the
study were to:

A Develop a catalog of the fees within each department

A Streamline fees according to industry best practices

A Define what it costs the City to provide variousridated services
A Compare full costs against current fee

A Survey what regional cities charge for similar services

A Provide recommendations

The information summarized in this report addresses each of these issues and provide:
the City with the tools necessary to make informed decisions about any proposed fee
adjustments and the resulting impact on city revenues
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Executive Summary

Study Findings

The study's primary objective is to provide the City's deemihkers with the basic data
needed to make informed pricing decisions. This report details the full cost of services ¢
presents recommended fee adjustments and their fiscal impact. Recommendations are
on careful consideration of the results of the cost analysis, industry best practices and m
comparisons. MGT, in general, recommends full cost recovery on all fees with some
exceptions.

The exhibit on the following page displays the average cost recovery rates and FY 2020,
budgeted revenues of each department into the following categories:

Column A, Average Cost Recovery Rates average overall recovery rate for the three
departments analyzed is 62%. Individually, cost recovery is as follows: Building: 50%, PI
57%, Public Works: 80%.

Column B, 221 Budgeted RevenueT he total FY 2020/21 budgeted revenue from fees for
three departments is $528,920. Individually, budgeted revenue is as follows: Building:
$311,005, Planning: $91,818, Public Works: $126,097.

Column C, Revenue @ Recommendatiohsjusting fees to the proposed cost recovery rate
oFraSR 2y GKS /AGeQa ! aSNICSS t2tAao0e g2d
Column D, Increased Revemu&ecommended revenue is $940,715. This represents a
$411,795 increase in the revenue currently budgeted f@&0R29/21. Due to the extensive
restructuring within each department, annual revenue projections (estimated) from user
adjustments should be viewed conservatively, and do not take into account the fiscal imj
of the COVIEL9 pandemic impacts for FY 2020/21.

&% MGT 4

CONSULTING GROUP



SECTION 1 IE

Executive Summary
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City of San Pablo
User Fee Cost & Revenue Analysis
FY 2020/21

20-21 Revenue @ (E)
Budgeted Recommendat Increased
Revenue ons Revenue

Average Cost

User Fee Department
P Recovery Rate

Building 50% $ 311,005/ $ 622,010{$ 311,005
Planning 57% $ 91,818| $ 161,084{$ 69,266
Public Works 80% $  126097) % 1576211 § 31,524

Totals: 62% $ 528920]% 940,715|$ 411,795

Due to the extensive restructuring within each department, annual revenue projections (estimated)
user fee adjustments should be viewed conservatively, and do not take into account the fiscal imp:
the COVID-19 pandemic impacts for FY 2020/21.
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SECTION 1 IE

Executive Summary

Methodology

a D ¢ Qtandard approach for analyzingthe cost of providing fee-related servicesis
commonlyreferredto asa & 0 2 (i dzl2Egproach The bottom up approachwas usedto
analyzeall of SanPablouser fees A generaldescriptionof the bottom up approachis as
follows

1. Identify all direct staff time spent on the fee related activity or service

MGT conducted a series of meetings with staff from each department to identify every
employee, by classification, who performs work directly in support of fee related services.
5ANBOG adlFFF Oz2aida NS AyOdZNNBR o6& SyLi2esS
the customers (e.g. inspectors, plan reviewers, etc.). Once all direct staff were identified,
subject matter experts for each section estimated how much time those employees spend,

on average, performing each féa-service.

Developing time estimates for fee related services can be challenging and departments
should be commended for the time and effort they put into this. Although MGT provided
departments with templates and other tools to assist them in developing average or
GUBLIAOLKE ¢ GAYS SadAayYridiSaszs GKSasS O t Odz I GA2
matter experts within each fee area.

2. Calculate direct cost of the staff time for each fee using productive hourly rates

Gt NPRdzOGA DS K2dzNBé YSIya (GKS GAY@ne&ityl TF | N
employee typically has 1,950 paid hours per year (37.5 hours x 52 weeks). However, cost
studies reduce this number to account for qanoductive hours (sick leave, vacation,

holidays, training days, meetings, etc.). MGT calculates the productive hourly rate for each
staff classification by dividing annual salary and benefits by annual productive hour figures.
¢CKS | SN 3S LINPRdAzOGA DS K2dzNE F2NJ GKS /AdGeQ
year.

o® S5SGSNX¥YAYS AYRANBOG 2N a2@0SNKSHRé 02

These indirect costs are allocated across user fee services in order to capture the full cost of
providing the service. If a department performs#ea related services, a commensurate
amount of indirect cost is segregated and not allocated to the fee related services.

A Departmental overhead costghese costs include managers, supervisors and support
staff as well as other operational costs, such as materials and supplies that are incurred
for a common purpose and not readily assigned to a particular service or program.

% MGT 6
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Executive Summary
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4. Compare total costs to the current fee schedule

Once all direct and indirect costs were calculated, MGT compared the total cost for each fee
related service to the fee currently charged to the public. In most cases we found the total co
providing a service exceeded the fee charged. In these instances, the fee can be increased t
recover these subsidies, up to the full cost of the service providednaximum allowed fee.
However, there were several services for which the total calculated cost was less than the fee
charged. In these cases the fee must be lowered to comply with State law.

5. Recommend fee adjustments

MGT provides fee adjustment recommendations based on full cost information and industry b
practices. For developmerglated departments we typically recommend 100% cost recovery.
LGQa AYLRNILFIyG G2 y23S Ay wnmc GKS /AdGe ||
overwhelming norm in California is to recover 100% of development related costs, and this is
NEFEt SOGSR Ay 2dz2NJ NBO2YYSYyRI{GA2yad h¥T O2 dzNJ
only ¢ ultimately Council must decide what fee levels are appropriate for the San Pablo
community.

Legal, Economic, & Policy Considerations

Calculating the true cost of providing City services is a critical step in the process of
establishing user fees and corresponding cost recovery levels. Although it is a principal factor,
other factors must also be given consideration. City deeisakers must also consider the

effects that establishing fees for services will have on the individuals purchasing those
services, as well as the community.

The following legal, economic and policy issues help illustrate these considerations.

A Legal restrictionsIn California user fees are limited to the "estimated reasonable cost of
providing a service" by Government Code section 66014(a) and other supplementary
legislation. Proposition 26 was approved by California voter in November of 2010 and
clarified which charges are considered user fees and which are considered taxes. The
significance of this distinction is that user fees may be raised by Council action up to the
limit of actual cost, whereas taxes may not be increased without a majority vote of the
public. None of the fee adjustments recommended by MGT are considered taxes per
Proposition 26 guidelines. It should be noted that fees charged for the use of government
property are exempt from Proposition 26. These include fees for parks and facility rentals
as well as green fees, cart and other equipment rental fees. All of these fees may be set at
price the market will bear.

&% MGT 4
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SECTION 1
Executive Summary

Legal Economic, & Policy Considerations
/| 2y A Y dzSRX

A Economic barriersit may be a desired policy to establish fees at a level that permits
lower income groups to use services that they might not otherwise be able to afford.

A Community benefitIf a user fee service benefits the community as a whole to some
extent, it is appropriate to subsidize a portion of the fee. Many public health fees have
very moderate cost recovery levels. Some programs are provided free of charge or for a
minimal fee regardless of cost. Parks and recreation programs also tend to have the low
recovery levels. Development fees are typically considered to have zero community
benefit, with the benefit accruing to the developer.

A Private benefit If a user fee primarily benefits the fee payer, the fee is typically set at, or
close to, 100% full cost recovery. Development related fees generally fall into this
category; however, exceptions are sometimes made for services such as appeal fees or fee
charged exclusively to residential applicants.

A Service driverin conjunction with the third point above, the issue of who is the service
recipient versus the service driver should also be considered. For example, code
enforcement activities benefit the community as a whole, but the service is driven by the
individual or business owner that violates City code.

A Managing demanelElasticity of demand is a factor in pricing certain City services;
increasing the price of some services results in a reduction of demand for those services,
and vice versa.

A Competition- Certain services, such as park usage or facility rentals, may be provided by
neighboring communities or the private sector, and therefore demand for these services
can be highly dependent on what else may be available at lower prices. Furthermore, if the
City's fees are too low, demand enjoyed by prigsietor competitors could be adversely
affected.

A Incentives Fees can be set low to encourage participation in a service, such as obtaining a
water heater permit.

A Disincentives Penalties can be instituted to discourage undesirable behavior. Examples
include fines for construction without a building permit and fines for excessive false alarms
within a oneyear period.
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SECTION 2 E
Analysis Highlights
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summary sheets i8ection 3f this report for details on each fee calculation and cost analys

V' Building

If all fees are adjusted to recommended levels, $311,005 in additional revenue is estimate
be realized. The Building division charges customers via a combination of flat fees and sq|
footagebased fees. MGT analyzed all existing fee categories. MGT recommends several
fee categories and removal of a few fee categories. Overall, the list of fees reflects a signi
consolidation of previous categories into a streamlined best practice format.

V' Planning

If all fees are adjusted to recommended levels, $69,266 in additional revenue is estimated
be realized. Cost recovery rates for individual fees currently range from 14% up to 150%. ,
fees are recommended at 100% cost recovery rates except for six fees which are
recommended for subsidy to make the fees more affordable for small residential projects.

V' Public Works: Engineering

If all fees are adjusted to recommended levels, $31,524 in additional revenue is estimated
be realized. Cost recovery rates for individual fees range from 80% up to 100%. All fees at
recommended at 100% cost recovery rates. Recommended fees reflect considerable
consolidation of existing fees into a more ds@ndly structure. Many fees are
recommended for recovery via deposit plus hourly rates, ensuring full cost recovery for the
projects regardless of complexity level.
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SECTION 2 E
Analysis Highlights

Recommendations Going Forward:

aD¢ NBO2YYSyRa (KIFG GKS /AGe o6dzAtR 2y Ada
to analyze its fees and charges whether this is done by staff or outside consultants. Once the
commitment is made to understand the full cost of providing services, it is important to review ar
update the analysis in order to keep pace with changes in service delivery, staffing changes, anc
demand levels.

Most of our agencies ask us at the conclusion of the study: how often should this type of study b
undertaken? Our advice is to perform this detailed analysis at least every three but not more tha
FAOS @8SINAZI SAGK YAY2NI I ReadzaldyYSylda Ay GKS
MGT recommends the City apply an inflation adjustment to fees annually, based on Ajorih @RI
Urban Consumers for the San Francisco Bay area to keep pace with inflation. The industry best
LIN} OGAOS A& (2 FLwJXeée (4KAad AYRSE 2y 0S8 LISNI &
particularly helpful once an agency has chosen to adopt a cost recoveng pdtiether 100% of

cost or something lessin order to keep fees at the desired level.
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